REPORT OF THE AUDITOR-GENERAL TO THE KWAZULU-NATAL PROVINCIAL 
LEGISLATURE AND THE COUNCIL ON THE FINANCIAL STATEMENTS AND 
PERFORMANCE INFORMATION OF THE EZINQOLENI MUNICIPALITY FOR THE 
YEAR ENDED 30 JUNE 2008 


REPORT ON THE FINANCIAL STATEMENTS 
Introduction 


1. I was engaged to audit the accompanying financial statements of the Ezinqoleni 
Municipality which comprise the balance sheet as at 30 June 2008, income 
statement, cash flow statement for the year then ended, and a summary of 
significant accounting policies and other explanatory notes, as set out on pages [xx] 
to [xx]. 


Responsibility of the accounting officer for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of 
these financial statements in accordance with the specific basis of accounting as set 
out in accounting policy note 1.1 and in the manner required by the Municipal 
Finance Management Act, 2003 (Act No. 56 of 2003) (MFMA). This responsibility 
includes: 

• designing, implementing and maintaining internal control relevant to the 
preparation and fair presentation of financial statements that are free from 
material misstatement, whether due to fraud or error 

• selecting and applying appropriate accounting policies 

• making accounting estimates that are reasonable in the circumstances. 


Responsibility of the Auditor-General 


3. As required by section 188 of the Constitution of the Republic of South Africa, 1996 
read with section 4 of the Public Audit Act, 2004 (Act No. 25 of 2004) (PAA) and 
section 126(3) of the Municipal Finance Management Act, 2003 (Act No. 56 of 2003) 
(MFMA), my responsibility is to express an opinion on these financial statements 
based on conducting the audit in accordance with the International Standards on 
Auditing and General Notice 616 of 2008, issued in Government Gazette No. 31057 
of 15 May 2008. Because of the matters discussed in the Basis for disclaimer of 
opinion paragraphs, however, I was not able to obtain sufficient appropriate audit 
evidence to provide a basis for an audit opinion. 

Basis of accounting 

4. The municipality’s policy is to prepare financial statements on the entity-specific 
basis of accounting, as set out in accounting policy note 1.1. 
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Basis for disclaimer of opinion 
Property, plant and equipment 


5. In the absence of a written confirmation from the KZN Department of Agriculture and 
Land Affairs to build on the Ingonyama Land, there is uncertainty about the 
ownership of the buildings of R4 673 562 that was included in the fixed asset 
register. 

The entity’s records did not permit the application of alternative audit procedures 
regarding the ownership of the buildings. 

Consequently, I did not obtain all the information and explanations I considered 
necessary to satisfy myself as to the ownership of the buildings. 

6. I was unable to prove the completeness, accuracy and validity of the disposal of 
Assets with the book value equals to R366 197 since the municipality could not 
submit documents for audit. 

The entity’s records did not permit the application of alternative audit procedures 
regarding the disposal of assets. 

Consequently, I did not obtain all the information and explanations I considered 
necessary to satisfy myself as to the validity, accuracy and completeness of 
proceeds received on disposal of assets. 


Reserves 


7. A difference of R608 239 between the reserves balance per the ledger and the 
financial statements could not be substantiated with the necessary documentation 
resulting in an overstatement of the reserve balance. 

The entity’s records did not permit the application of alternative audit procedures 
regarding reserves 

Consequently, I did not obtain all the information and explanations I considered 
necessary to satisfy myself as to the valuation of reserves. 


8. A difference of R3 376 190 between the accumulated deficit per the ledger and the 
financial statements could not be substantiated with the necessary documentation 
resulting in an overstatement of the surplus for the year. 

I was unable to confirm or verify by alternative means the carrying value of 
accumulated deficit included in the financial statements. 

Accordingly, I was not able to determine whether any adjustments might be 
necessary to the amounts shown in the financial statements for accumulated deficit. 
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Expenditure 


9. Actual expenditure of R936 357 relating to Syntel Allowance exceeded the total 
amount appropriated for a vote in the approved budget of R76 320 by R860 037, 
which represents 1127 percent over expenditure in the vote resulted in the 
unauthorised Expenditure. 


Furthermore, actual expenditure of R13 213 relating to indigent burial services 
exceeded the vote by R13 213, which represents a 100 percent over expenditure. 
As no council approval could be presented, the excess expenditure of R13 213 is 
regarded, in terms of section 15 of the MFMA, as unauthorised expenditure. 

Both over expenditures above have not been disclosed in the financial statements. 


Liabilities 


10. Disclosure relating to the assets being used as security for the finance lease liability 
outstanding in the amount of R623 801 has not been made in the financial 
statements. 


Appropriations 


11. An amount of R191 023 was passed in the income statement against the deficit as 
appropriations for the year, however supporting documentation to test the validity of 
the amount was not provided for audit purposes. 

The entity’s records did not permit the application of alternative audit procedures 
regarding the appropriations for the year. 

Consequently, I did not obtain all the information and explanations I considered 
necessary to satisfy myself as to the validity, accuracy and completeness of 
appropriations for the year. 



Post balance sheet event 


12. Subsequent to year end, the municipality had taken a decision to cease all activities 
in the learners licence component and transfer staff to other components. The 
component contributed R649 986 in revenue to the municipality for the year under 
review. This has not been disclosed in the financial statement as post balance sheet 
event. 


Disclaimer of Opinion 

13. Because of the significance of the matters described in the Basis for disclaimer of 
opinion paragraphs, I have not been able to obtain sufficient appropriate audit 
evidence to provide a basis for an audit opinion on the financial statements of 
Ezinqoleni Municipality. Accordingly, I do not express an opinion on the financial 
statements. 

OTHER MATTERS 

I draw attention to the following matters that relate to my responsibilities in the audit of 

the financial statements: 

Internal controls 

14. Section 62(l)(c)(i) of the MFMA states that the accounting officer must ensure that 
the municipality has and maintains effective, efficient and transparent systems of 
financial and risk management and internal control. The table below depicts the root 
causes that gave rise to the inefficiencies in the system of internal control, which led 
to the disclaimer of opinion. The root causes are categorised according to the five 
components of an effective system of internal control. In some instances 
deficiencies exist in more than one internal control component. 


Reporting item 

Control 

environment 

Risk 

assessment 

Control 

activities 

Information and 
communication 

Monitoring 

Property, plant and 
equipment, reserves, 
liabilities, post 
balance sheet event 



✓ 



Expenditure, 

appropriations 





✓ 







Control environment: establishes the foundation for the internal control svstem bv orovidina fundamental 
discipline and structure for financial reporting. 

Risk assessment: involves the identification and analysis by manaqement of relevant financial reoortinq 
risks to achieve predetermined financial reporting objectives. 

Control activities: policies, procedures and practices that ensure that manaqement’s financial reportinq 
objectives are achieved and financial reporting risk mitigation strategies are carried out. 
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Reporting item 


Control 

environment 



Control 

activities 


Information and 
communication 


I Monitoring 


Information and communication : supports all other control components by communicating control 
responsibilities for financial reporting to employees and by providing financial reporting information in a 
form and time frame that allows people to carry out their financial reporting duties. 

Monitoring : covers external oversight of internal controls over financial reporting by management or other 
parties outside the process; or the application of independent methodologies, like customised procedures 
or standard checklists, by employees within a process. 


Non-compliance with applicable legislation 

Municipal Finance Management Act 

15. A system of delegation is not in place as required by section 79. 

16. Policy or procedures to ensure that the Mayor promptly responds and initiates any 
remedial or corrective steps proposed by the accounting officer to deal with serious 
financial problems faced by the Municipality have not been developed or 
implemented, as required by section 54(2). 

17. Tariff policy was not developed and implemented, as required by section 62(l)(f). 

18. The accounting officer had not reported to the council on all expenditure incurred by 
the municipality on staff salaries, wages, allowances and benefits, in a manner which 
disclosed such expenditure by type of expenditure, as required by section 66. 

19. Consolidated reports of withdrawals each quarter is not submitted to the Auditor 
General, as required by section 11(4). 

20. Reports on the state of the municipality’s budget are being submitted to Treasury 
but not the mayor and the 10 day reporting deadlines are not always being kept. 
This is in contravention of section 71. 

21. The license for the website of the municipality was expired for the year under review 
resulting in the prescribed information not being place on the website, as required by 
section 75. 

22. Policies and systems relating to fixed assets, fraud prevention plan, fleet 
management, pauper burial, and indigent burials and waste management were not 
signed as evidence of implementation, as required by section 62(l)(c). 

Municipal Systems Act 

23. Councillors and staff members did not declare their business interests, as required 
by the Codes of Conduct for Councillors and Municipal staff members as contained 
in Schedules 1 and 2 (section 5). 


Matters of governance 

24. The MFMA tasks the accounting officer with a number of responsibilities concerning 
financial and risk management and internal control. Fundamental to achieving this is 
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the implementation of certain key governance responsibilities, which I have 
assessed as follows: 


Matter of governance 

Yes 

No 

Audit committee 



• The municipality had an audit committee in operation throughout the 
financial year. 

✓ 


• The audit committee operates in accordance with approved, written 
terms of reference. 

✓ 


• The audit committee substantially fulfilled its responsibilities for the year, 
as set out in Section 166(2) of the MFMA. 

✓ 


Internal audit 



• The municipality had an internal audit function in operation throughout 
the financial year. 

✓ 


• The internal audit function operates in terms of an approved internal 
audit plan. 

✓ 


• The internal audit function substantially fulfilled its responsibilities for the 
year, as set out in Section 165(2) of the MFMA. 

✓ 


Other matters of governance 



• The annual financial statements were submitted for audit as per the 
legislated deadlines in section 126 of the MFMA. 

✓ 


• The annual report was submitted to the auditor for consideration prior to 
the date of the auditor’s report. 


✓ 

• The financial statements submitted for audit were not subject to any 
material amendments resulting from the audit. 

✓ 


• No significant difficulties were experienced during the audit concerning 
delays or the unavailability of expected information and/or the 
unavailability of senior management. 

✓ 


• The prior year's external audit recommendations have been 
substantially implemented. 


✓ 

Implementation of Standards of Generally Recognised Accounting 
Practice (GRAP) 



• The municipality submitted an implementation plan, detailing progress 
towards full compliance with GRAP, to the National Treasury and the 
relevant provincial treasury before 30 October 2007. 


✓ 

• The municipality substantially complied with the implementation plan it 
submitted to the National Treasury and the relevant provincial treasury 
before 30 October 2007, detailing its progress towards full compliance 
with GRAP. 


✓ 

• The municipality submitted an implementation plan, detailing further 
progress towards full compliance with GRAP, to the National Treasury 
and the relevant provincial treasury before 31 March 2008. 


✓ 









Unaudited supplementary schedules 

25. The supplementary information set out on pages X to X does not form part of the 
financial statements and is presented as additional information. I have not audited 
this/these schedule(s) and accordingly I do not express an opinion thereon. 

OTHER REPORTING RESPONSIBILITIES 
REPORT ON PERFORMANCE INFORMATION 

26. 1 was engaged to review the performance information. 


Responsibility of the accounting officer for the performance information 

27. In terms of section 121(3)(c) of the MFMA, the annual report of a municipality must 
include the annual performance report of the municipality prepared by the 
municipality in terms of section 46 of the Local Government: Municipal Systems Act, 
2000 (Act No. 32 of 2000) (MSA). 


Responsibility of the Auditor-General 

28. 1 conducted my engagement in accordance with section 13 of the PAA read with 
General Notice 616 of 2008, issued in Government Gazette No. 31057 of 15 May 
2008 and section 45 of the MSA. 

29. In terms of the foregoing my engagement included performing procedures of an 
audit nature to obtain sufficient appropriate evidence about the performance 
information and related systems, processes and procedures. The procedures 
selected depend on the auditor’s judgement. 

30. 1 believe that the evidence I have obtained is sufficient and appropriate to provide a 
basis for the audit findings reported below. 


Audit findings (performance information) 

Non-compliance with regulatory requirements 
No reporting of performance information 

31. The annual report of the municipality did not include the annual performance report 
of the municipality prepared by the municipality in terms of section 46 of the MSA, 
as required by section 121(3)(c) of the MFMA. 


Content of integrated development plan 

32. The key performance indicators set by the municipality did not include any general 
key performance indicators applicable to the municipality, as prescribed in terms of 
section 43(1) of the MSA. 
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No quarterly reporting on performance information 

33. No quarterly reports on the progress in achieving measurable objectives and targets 
were prepared by the different programme managers and as a whole for the 
municipality to facilitate effective performance monitoring, evaluation and corrective 
action. 


OTHER REPORTS 

Investigations 

34. Theft of municipal funds amounting to R53 000 was reported to the SAPS. The result 
of the investigation was that the docket was closed by the SAPS due to lack of 
evidence. 

35. An investigation was conducted by an independent consulting firm on request of the 
municipality. The investigation was initiated based on the allegation of irregular 
issuing of learner licences by the municipality’s traffic section. The investigation was 
ongoing at the reporting date. 


APPRECIATION 

36. The assistance rendered by the staff of the Ezinqoleni Municipality during the audit is 
sincerely appreciated. 


Pietermaritzburg 


28 November 2008 
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AUDITOR 


GENERAL 


